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MAY 2 91998
Ms. Magalie R. Salas
Secretary
Federal Communications Commission
1919 M Street, N.W., Room 222
Washington, DC 20554

Ex Parte: Federal-State Joint Board on Universal Service, CC Docket 96-45 I
Access Charge Reform, CC Docket 96-262 -::J

Dear Ms. Salas,

The attached letter was delivered today to Richard Lerner of the Common Carrier Bureau
regarding recovery of universal service contributions and revisions to interstate access charges.
Please include this letter in the record in the proceedings indicated above.

If you have any questions regarding this matter, please call me at (202) 463-5293.

Sincerely,

W. Scott Randolph
Director - Regulatory Matters

cc: Jane Jackson
Richard Lerner
Jim Schlichting
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GTE Service Corporation

1850 M Street, N.w., SUIte 1200
Washington, D.C 20036·5801
202 463·5200
Fax: 202463-5298

May 29,1998

Mr. Richard Lerner
Deputy Chief, Competitive Pricing Division
Common Carrier Bureau
Federal Communications Commission
1919 M Street, N.W., Room 518
Washington, DC 20554

Dear Mr. Lerner,

You had requested GTE's opinion on recent ex parte filings made by AT&T and MCI regarding
a suggestion by NTIA to fund the Schools and Library and Rural Health Care programs by
assessing a $1 per month charge on every telephone line and wireless number. In addition,
you requested we provide estimates of what GTE's universal service contribution would be if
converted to a per line charge, the effect on per minute CCL rates if all PICC charges were
reduced to $0.00 for a six month period, and the effect on the CCL rate if only the non-primary
residential PICC charge was reduced to $0.53 per line. Following are GTE's responses to your
questions.

Universal Service Recovery Method - We wholeheartedly agree with AT&T and MCI that the
current universal service recovery method is flawed and should be changed. However, the
specific proposal offered by NTIA, as well as AT&T and MCl's amendments, is not reasonable.
While the current method shifts much of the recovery to the IXCs, their proposal would shift all
of the recovery onto the LECs. In our view, neither extreme makes sense.

GTE suggests the Commission adopt a more straightforward approach that accomplishes much
of what the IXCs say they want and one that would fairly distribute the contribution burden
among all industry participants. The best way to address the concern raised by AT&T and MCI
is to apply the retail revenue basis consistently. We propose that each carrier's contribution
should continue to be based on retail revenue and that each carrier would be able to recover its
contribution through a separate line item to its own retail customers in proportion to the
customer's retail bill. In this way, LECs would not pass through contributions in their wholesale
rates for access and access rates would go down as a result.

This approach would also spread the burden of funding in a more equitable manner. In
contrast, a per-line approach would have a different distributional effect from a retail revenue
approach - it would shift a greater share of the burden to low-volume customers. For example,
given the current contribution rate of 0.72%, a customer who purchases local service at a
nationwide average rate of about $18, but who does not make any toll calls or purchase any
other services, should see a surcharge on the LEC's bill of about 15 cents -- not the $1
proposed by NTIA and advocated by Mel. If the customer chooses to make long distance
calls, then the customer should see a corresponding surcharge on the bill from the IXC.
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Finally, GTE believes universal service recovery methods should be competitively neutral
among carriers. The Commission cannot limit lEC's recovery of their contributions only
through access charges while at the same time allowing other carriers freedom to recover their
contribution in any manner they choose. For this reason, GTE has consistently advocated that
all carriers include an explicit charge on their bills reflecting a proportion of the consumer's total
retail revenue.

Attached for your review is a more thorough analysis of NTIA's $1 proposal as well as GTE's
suggested alternative.

Flat-rate Billing of GTE's Universal Service Contribution - As stated above, we believe an
assessment based on the proportion of a customer's retail bill to be far superior to a flat rate
mechanism. However, if GTE were required to assess a flat rate charge per line to recover its
expected contribution to the universal service fund, it is estimated the average charge among
all GTE telephone companies would be approximately $0.61 per line based on expected
contribution rates announced by the Commission. This amount assumes a portion of the USF
contribution will continue to be recovered in the Trunking basket as it is today and assumes no
recovery from the Interexchange Basket customers.

To the extent that this charge would be included as a separate line item on the customer's bill,
as we have advocated, GTE would require at least a one-month notice in order to modify end
user billing systems to reflect a new charge. In addition, any flat rate contribution scheme
should be temporary, only until January 1, 1999. GTE believes a final determination of the
proper recovery mechanism should be linked to Commission decisions regarding the high cost
fund - most notably the selection of a cost model and overall statelfederal funding plans.

Effect of Adjusting PICC Charges - We estimate that the average GTE terminating per minute
CCl charge would increase approximately $0.0069 per minute if all PICC charges were
reduced to $0.00, based on data submitted in the access reform filings effective January 1,
1998. If the non-primary residential PICC is set at $0.53 and all other PICC rates remain the
same; the terminating CCl rate would be increased, on average, by $0.00025 per minute. GTE
would be able to implement such a change effective July 1, 1998. Attached is a schedule
displaying these rate effects for all GTE entities.

Given the substantial amount of customer confusion regarding the application of the PICC
charge and its pass-through by the IXCs, GTE would not object to converting the current PICC
charges to a per minute charge for an interim period. Most importantly, this would allow time
for the Commission to reevaluate its earlier decision regarding common line recovery,
particularly in light of the Commission's announcements to reassess the amount of federal



Mr. Lerner
May 29,1998
Page 3

Universal service funding that will be used to offset implicit subsidies in interstate access
charges.

GTE has, on numerous occasions, objected to the application of different rates to primary and
non-primary lines. We have also expressed our concern regarding the significant administrative
difficulties as well as substantial customer dissatisfaction resulting from implementing this
aspect of the Commission's access charge reform decisions. GTE would fully support
equalizing the rates for primary and non-primary residential lines. To the extent the
Commission makes such changes to the PICC structure, it should do so for the Subscriber Line
Charge as well.

Thank you for the opportunity to respond to the various USF funding proposals put forth by
NTIA, AT&T and MCI. To the extent we are able to update the USF per line and PICC charge
impacts based on more current data, we will provide those to you as soon as possible.

If you have any questions or need additional information, please contact me on (202) 463-5293.

Sincerely,

~A-~
W. Scott Randolph
Director - Regulatory Matters

Attachments



GTE RESPONSE TO THE NTIA PROPOSAL

In recent ex partes filed with the Commission, AT&T and MCI expressed their

views concerning a proposal from the National Telecommunications and Information

Administration (NTIA)("NTIA Proposal") to implement a per-line recovery of

contributions to the school and libraries fund.1 Following is GTE's response to both the

NTIA proposal and the AT&T and MCI responses.

GTE agrees with AT&T and MCI that the current universal service recovery

method is flawed and should be changed. However, the suggestion offered by NTIA,

and amended by AT&T and MCI, is not reasonable. While the current method shifts

recovery to the IXCs, their proposal would shift all of the recovery onto the LECs.

Neither extreme makes sense.

GTE proposes a more straightforward approach that accomplishes much of what

the IXCs say they want. However, this alternative would fairly distribute the contribution

burden among all industry participants.

GTE proposes that:

• Each carrier's contribution should continue to be based on retail revenue.

• Each carrier would be able to recover its contribution through a separate line item

to its own retail customers.

• ILECs would not pass through contributions in their wholesale rates for access.

This would address concern raised by IXCs, and access rates would go down as

a result.

AT&T Ex Parte, CC Docket No. 96-45, May 19,1998 ("AT&T") and MCI Ex Parte,
CC Docket Nos. 96-45 and 97-250 ("MCI").



• But IXCs would not escape contribution based on their own retail revenues. This

would address ILEC concern raised by AT&T/MCI proposal.

I. BACKGROUND - NATURE OF THE PROBLEM

AT&T/MCI are concerned that ILECs are passing through their contributions to

the school/library fund to IXCs through their access charges. This happens because

the Commission has ordered the ILECs to do it this way. Through a series of

unfortunate decisions, the Commission has foreclosed the ILECs' opportunities to

recover their contributions through charges to the ILECs' own retail customers.

The Commission correctly determined that retail revenue should be the base for

contributions. Counting only retail revenue ensures that wholesale transactions will not

be double counted. But in implementing the schooillibrary fund, the Commission

departed from the sound principles it had established: even though contributions are

calculated on total retail revenue (state and interstate), recovery is only permitted

through interstate rates.

The base for recovery should be the same as the base on which contributions

are calculated. The Commission's approach violates this principle. The effect is to

create vastly different effective "tax" rates on different firms' interstate rates. The

Commission has already recognized this problem in the case of wireless carriers,

permitting them to surcharge based on a customer's total bill.

However, ILEes are precluded from any surcharge or passthrough on state

rates, even though this is their primary source of retail revenue. Within the interstate

jurisdiction, the ILECs' main source of retail revenue is the SLC. But the Commission's

order does not permit any surcharge or passthrough on SLCs. Thus, even though the
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system is supposed to be based on retail revenue, the Commission has precluded the

ILECs from recovering their schooillibrary contribution from their own retail customers.

The only alternative remaining, and the one the Commission ordered the ILECs

to implement, was to pass though to IXCs in the form of access charges. GTE agrees

with AT&T/MCI that this approach is inconsistent with a retail revenue system. Since

ILEC contributions are based on their retail revenue, they should be recovered through

retail transactions, and not on wholesale transactions. IXCs pay into the fund on the

basis of their own retail revenue, and, in addition, they pay higher wholesale rates for

access that reflect contributions the ILECs should have recovered from their own retail

customers.

II. THE SOLUTION PROPOSED BY NTIA IS NOT REASONABLE

NTIA proposes that the entire burden of funding the school/library fund should be

shifted to the ILEes, and billed by them to end users through a per-line charge. The

NTIA proposal is supported by MCI (MCI at 4). While AT&T claims to take no position

on the NTIA solution, it seems to offer qualified support by outlining a number of

alternative methods of implementing the NTIA plan. Neither the NTIA solution nor

AT&T's alternatives are reasonable for several reasons:

First, it would shift the entire burden of funding the schooillibrary program onto

local exchange carriers. This is not consistent with the requirement of Section 254 that

all carriers contribute to universal service on an equitable and nondiscriminatory basis.

On a retail revenue basis, the IXC contribution to the fund (not counting the passthrough

to access charges) would be roughly equal to the contribution made by ILECs (about

$1.1 Billion each). GTE recognizes the problem for IXCs created by the passthrough,

3



but this does not mean - as AT&TIMCI suggest -- that the IXCs should escape

contributing on the basis of their own retail revenue.

Second, there is no good reason to recover these funds on a per-line basis. The

costs of supporting schools and libraries are generated by a completely different

process, and are certainly unrelated to the number of local lines a carrier provides. This

part of the proposal is particularly remarkable: there are already costs caused by end­

users on a per-line basis, namely non-traffic sensitive loop costs. A large proportion of

these costs are not recovered from end-users on a per-line basis, because the

Commission has not been willing to assess subscriber line charges which would fully

cover those costs. If the Commission is now willing to allow a higher level of end-user

per-line charges to be assessed, then lECs should be recovering more NTS cost

through higher SLCs, rather than using a SlC-like charge to recover costs which are

not line-related. Put another way, it makes no sense to have a per-line end-user

charge for schools, while at the same time we have CCl and PICC charges to recover

loop costs.

Third, the Commission has already assembled a complete record on the idea of

assessing USF contributions on a per-unit basis, such as per-line. The Commission

concluded, correctly, that such an approach would never be equitable, or competitively

neutral, because telecommunications services are provided in different units, and it

would then be necessary to devise some equivalency scheme to allow different

services, such as copper-based lines, wireless services, and high-capacity digital

services, to be compared.
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MCI itself acknowledges this problem in its ex parte, when it says that some

alternative to a per-line approach would have to be developed for high-capacity

services. MCI at 4. As the Commission has already correctly found, a revenue basis

avoids this problem, since a revenue measure is effectively self-weighting, where the

price of the service measures the amount of service being provided.

Fourth, a per-line approach would have a different distributional effect from a

retail revenue approach; AT&T/MCI would shift a greater share of the burden to low-

volume customers. Given the current contribution rate of 0.72%, a customer who

purchases local service at a nationwide average rate of about $18, but who does not

make any toll calls or purchase any other services, should see a surcharge on the IlEC

bill of about 15 cents - not the $1 proposed by NTIA and advocated by Mel. If the

customer chooses to make long distance calls, then the customer should see a

corresponding surcharge on the bill from the IXC.

III. THE BEST WAY TO ADDRESS THE CONCERN RAISED BY AT&TIMeIIS TO
APPLY THE RETAIL REVENUE BASIS CONSISTENTLY

The Commission has created the problem AT&TIMCI complain of, because the

Commission has not implemented its retail revenue approach consistently. The solution

is not, as AT&T/MCI suggest, to add yet another illogical band-aid on top of what's

already there. The solution is to implement the retail revenue system in a

straightforward, consistent way, both for contributions and for recovery. This will

address the concern AT&T/MCI raise, and will produce an outcome that will look, in

some ways, like what AT&T/MCI propose. However, it will be more competitively

neutral, and more fair, to customers as well as to carriers.
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Each carrier's contribution should be based on its total retail revenue

(state and interstate), as current rules specify. Each carrier should be allowed to

create a separate line item on the customer's bill to recover its contributions.

This should be an interstate charge based on the contribution percentage times

the customer's retail bill (state and interstate). The result would be an end-user

charge, much like the one proposed by NTIA. If the Commission is willing to

impose a $1 charge, as suggested by NTIA, then it certainly should be willing to

impose a charge "based on a percentage of the customer's retail bill. Essentially,

this is what wireless carriers are permitted to do today.

The proportion of the fund recovered by IlECs would increase

substantially, and per-minute access charges would be reduced. The main

concerns of AT&T/MCI would thus be addressed. No recovery would be made

through wholesale charges.

However, IXCs would contribute based on their own retail revenues. They

would thus not escape contributions entirely, as AT&T/MCI propose. IXCs would

recover their contributions through a separate line item charge, just as ILECs and

other carriers would. As MCI points out in its ex parte, a clearly labeled, explicit

charge would actually be more readily accepted by customers. MCI at 1.

The concern raised by AT&T/MCI with respect to IXCs billing a flat per-line

charge is eliminated. The charge would be a separate item, but would be

proportional to customer's retail bill - the customer who makes no long distance

calls in a month would not see any charge. Because the charge would be

proportional to customer's retail bill, the burden of schooillibrary support would be
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spread in a more equitable manner, and the impact on small customers would be

less. If, as AT&T/MCI suggests, an average flat rate of $1 would provide the

necessary revenue, then a low-usage customer would pay substantially less than

$1 under GTE's proposal.

Customers who purchased more would contribute more. However, high­

usage customers would not contribute as they do today as when the entire

recovery burden is placed on access charges. This proposal would be

competitively neUtral, because all carriers and services would contribute on the

same basis. Different services and new services that don't use "lines" in the

conventional sense, can be accommodated without the need for arbitrary

adjustments or equivalency formulas.

IV. CONCLUSION

GTE encourages the Commision not to adopt a universal service recovery

methodology that shifts all of the recovery onto the lECs and eliminates all the

IXC responsibility for funding universal service. Nor should the Commission

continue with its current approach. The Commission should immediately

implement a process whereby each carrier's contribution would continue to be

based on retail revenue and each carrier would be able to recover its contribution

through a separate line item to its own retail customers.
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